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On March 3, executive directors of the World Bank authorized an inspection panel to evaluate the
environmental and resettlement problems associated with the Yacyreta dam. The joint Argentina-
Paraguayan project has become increasingly controversial as cost overruns have mounted and
the projected completion date has moved farther into the future. Argentine President Carlos Saul
Menem's plan to partially privatize the massive project has brought even more controversy. The
dam straddles the Parana river, which forms part of the border between the two countries, and it is
intended to supply electricity to Argentina (see NotiSur, 05/13/93).
Because of its tremendous hydroelectric capacity, Paraguay's role in the Southern Cone Common
Market MERCOSUR is seen as the electric- power supplier to the region. After the Yacyreta project
is completed, Paraguay will be the region's largest exporter of hydroelectric energy, although four
out of ten Paraguayans do not have electricity in their homes. The Yacyreta dam, which was funded
principally by the World Bank and the Inter-American Development Bank (IDB), has been plagued
by delays, corruption, procurement disputes, and lack of funding. It is now nine years behind
schedule and has already cost US$8.2 billion, compared with the original estimate of US$1.5 billion.
Complaint filed by environmental group
According to a complaint filed against the banks by Sobrevivencia, the national affiliate of Friends
of the Earth, more than 5,000 residents have been forced to leave their homes because of the dam's
construction. And, more than 50,000 mostly Paraguayans will eventually have to be relocated
because the still uncompleted dam has caused the Parana river to rise and submerge their old
neighborhoods. The claimants charge that the resettlement program does not compensate them
fairly for the homes they have left and that their new houses are poorly built.
The Paraguayans represented by the complaint live in Encarnacion, the country's third-largest city,
about 100 km upstream from the Yacyreta dam. Many have also lost their source of income, since
damming the river has blocked fish migrations and fouled water quality, substantially reducing
fish catches. Ceramic workers have lost access to high quality riverbank clay deposits, which are
now submerged. Health problems are also increasing because of the deterioration in the river's
water quality. In particular, the incidence of respiratory ailments, fevers, diarrhea, skin ailments and
intestinal parasites have risen, with children most affected.
The Paraguayans are seeking fair compensation for the loss of homes and jobs. Additionally,
they want adequate health services and basic infrastructure such as sewage in relocation areas.
Additionally, wildlife habitats already diminished by flooding risk being buried under water,
along with the unique plant and animal species found there, the complaint says. The complaint
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alleges that the banks in providing some US$1.6 billion in financing since 1979 failed to assess the
environmental and social damage the dam would cause.
According to Sobrevivencia, the banks never consulted local residents in drawing up resettlement
plans for communities flooded by Yacyreta, they never provided adequate supervision of the
project, and they never held the borrowers to their contractual obligations. The complaint says credit
should have been withheld when it became clear that the terms of the loans were being violated.
Panel appointed to evaluate problems In response to the complaint, the World Bank has appointed a
panel to review the project's impact on the environment and local communities.
The Argentine government, however, has adamantly opposed a probe of the project by the lending
institutions, seeing the appointment of independent inspectors as a threat to national sovereignty.
As a result, World Bank directors agreed to a compromise, whereby, instead of "investigating" the
project, the panel will carry out a "review and assessment." Bank officials said, however, that the
"review and assessment" will be as thorough as any "investigation." The panel has four months
to probe allegations that the agency failed to uphold its own environmental, social, and financial
policies in lending money for the dam as well as charges that the Entidad Binacional Yacyreta
(EBY) the Argentine-Paraguayan commission that operates the dam violated the terms of its loan
agreements.
While acknowledging difficulties, the World Bank's project managers "do not agree that
the problems and their possible consequences for the local population are the result of any
mismanagement or violation of the bank's policies and procedures. They say they were within their
rights to continue funding the dam even after problems came to light, because "the exercise of
available legal remedies is not a requirement but a discretionary tool." Both the World Bank and the
IDB blame the EBY for the problems.
The commission is an easy target since, under its stewardship, Yacyreta became what Argentine
president Carlos Menem called "a monument to corruption." Elias Diaz Pena of Sobrevivencia said
the World Bank decision to appoint a panel raises their hopes that much-needed environmental and
social mitigation plans will be adequately developed and implemented. "We feel that this is proof
that the people affected by big projects cannot be completely left out of the process," said Diaz Pena.
"Our claim demonstrates that people's concerns can reach the decision making levels within the
Banks. This decision also reinforces our hope that the financial organizations will abandon support
for massive socially and environmentally destructive projects, such as Yacyreta, and respond to the
real priorities of local communities contributing to their establishment of sustainable societies."
Dana Clark, an attorney at the Washington-based Center for International Environmental Law,
says she hopes the board's decision "marks a renewed commitment to the accountability and
transparency that are the hallmarks of the inspection panel process." Attention is now focusing on
the IDB, where executive directors have yet to decide whether to launch a separate investigation.
Environmental and citizen-rights organizations in Latin America, Europe, and the US are watching
the process closely to see what effect it has on the credibility of the banks' inspection mechanisms,
which were set up two years ago to allow communities to seek redress for harm allegedly done to
them by the banks' operations.
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Privatization as a solution meets opposition
Yacyreta has become such a problem for both countries that politicians have sought to extricate
themselves by selling the dam to private investors or granting a concession to private operators
to take it over and sell the electricity the dam generates. Any prospective owner or operator will
likely inherit the political heat expressed in the complaint by environmental and community groups.
Nevertheless, private owners might not be legally obliged to make amends for their predecessors'
sins, World Bank officials concede.
The Argentine government estimates that bids for a 30- year concession to run the dam could bring
in at least US$800 million, along with a commitment to finish the work still in progress. While the
two countries share equal ownership of the dam, Argentina borrowed all the money to finance the
construction and would thus exclusively receive the money from the sale. Nevertheless, Argentina's
political opposition, as well as some members of the governing Partido Justicialista- Peronista (PJ),
object to the Menem administration's privatization proposal. Critics say such a plan is bad business
for both Argentina and Paraguay. Members of the Union Civica Radical (UCR) said the government
would "turn over to a private company a business worth US$14 billion over 20 years for US$600
million or US$800 million."
In January, Paraguayan lawmakers passed a resolution opposing the Argentine plan to privatize
Yacyreta without prior authorization from the legislatures of both countries. Luis Alberto Mauro
of Paraguay's opposition Encuentro Nacional said Menem's plan to privatize the exploitation of
the dam without consultation with national legislatures "is an offense to the legislators of the two
countries." (Sources: The Ecologist, September/October 1996; Inter Press service, 01/15/97, 01/21/97,
02/07/97, 03/03/97, 03/08/97, 03/09/97; World Bank Report; Center for International Environmental
Law, 03/03/97)
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